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STATEMENT OF THE CHAIRMAN 


In recent months the Subcommittee on Housing has become increas- 
ingly concerned over the frequency of second mortgage practices in 
the conventionally financed residential loan sector. Reports from 
various Government agencies, particularly the Federal Housing Ad- 
ministration and the Veterans’ Administration, show clearly that 
there is a distressing incidence of such practices in many parts of the 
country, particularly in areas where FHA and GI loans are most 
difficult to obtain. 

In a hearing in Miami the subcommittee was especially concerned 
over the use locally of the so-called “‘balloon”’ type of second-mortgage 
financing, under which the borrower finds at the end of a 3- to 5-year 
term that he owes virtually the entire principal of the second-mortgage 
instrument, which is suddenly due and repayable. 

It is my firm conviction that many, if not most, forms of secondary 
financing are unsound and can lead to serious economic trouble, 
not only for the individual home purchaser but for the lender and 
builder as well. I believe that one of the reasons the Congress passed 
the National Housing Act and set up the Federal Housing Adminis- 
tration was to prevent this type of home financing. Recently, however, 
it has become most obvious that the availability of FHA financing has 
not been able to eliminate the use of second mortgages and, in some 
cases, has had little or no effect in reducing second mortgages. For 
this reason I expect the Housing Subcommittee to go thoroughly 
into the subject during this session of Congress in order to come up 
with some form of control on the abuses of second mortgages, and 
also with ideas to reduce the need for second mortgages. In this 
connection a proposal suggested by the United States Savings and 
Loan League has been called to my attention. Some observers feel 
that the United States Savings and Loan League proposal would 
help substantially to eliminate the need for second-mortgage financing. 
Currently savings and loan associations are financing between 35 and 
40 percent of all home purchases. The typical savings association’s 
loan to value ratio is somewhere between 65 and 75 percent, with 
perhaps a few making 80-percent loans. Here is an area where 
second mortgages would more likely be used than in the case of loans 
at higher ratios of loan to value such as 90 or 95 percent. It seems 
logical that if savings and loan associations could make loans up to 
90 percent with some form of protection against the additional loan 
risk, the temptations to use second-mortgage financing would be 
greatly reduced. 

The home-loan-guaranty plan would encourage the raising of loan 
limits to 90 percent of value by reducing the related risk through 
insurance. It would open up an avenue along which high-equity 
financing can be made available through private capital without undue 
sacrifice of sound lending principles. 
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Accordingly, I decided to introduce a bill proposed by the United 
States Savings and Loan League, H. R. 10637, as a starting point for 
consideration by the Housing Subcommittee and ultimately by the 
Committee on Banking and C urrency. A similar bill was introduced 
last year in the Senate by Senator Sparkman. H. R. 10637 contains 
some items not found in the Senate bill. These modifications reflect 
changes recommended by the United States Savings and Loan League 
as desirable consequent on the comment and suggestions of various 
interested groups or agencies since the original bill was framed 7 months 
ago. Briefly, the changes are as follows: 

The discretion of the Federal Home Loan Bank Board to call on the Federal 
home-loan banks for contributions to the initial capital requirements of the Cor- 
poration in limited amounts and from time to time, rather than all at once, up to 
the $50 million maximum, is made clearer. 

The cumulative feature of dividend payments is eliminated. 

The use of the franking privilege is added for convenience, subject to payment 
to the Post Office Department for such use, as in the case of the executive agencies 
of the Government. 

The extent of the tax-exemption feature of the bill is altered by elimination of 
the word “surtaxes’’ and the addition of a sentence that makes the Public Debt 
Act of 1941 applicable. 

Power of the Corporation to borrow from the Federal Savings and Loan In- 
surance Corporation or the Federal Home Loan Bank System is eliminated. 

More specific language is inserted relative to the handling of the appraisal of 
security and the maximum loan to value ratios are expressly limited so that they 
may not be more liberal than those authorized for the Federal Housing Adminis- 
tration (title [I—National Housing Act). 

It is made more clear that the Board is expected to regulate downpayment 
requirements and second-mortgage practices, to assure against possible abuse. 

An incontestable provision has been added. 

It is recognized that additional changes will probably be needed 
in the bill before it is cleared by the Housing Subcommittee of the 
House Committee on Banking and Currency. It is thought best to 
postpone these changes until we have had the benefit and cuidanc e of 
the comment of the various groups and agencies which are concerned 
with the terms of the plan the bill advances. Open hearings at which 
such views can be offered will be scheduled for later this session. 
The chairman or the other members may well wish to incorporate 
amendments or alterations as a result of those hearings. 

Because of the special interest in this proposal, I have decided to 
make this subcommittee print of the bill, including an analysis of its 
basic features. This subcommittee print will be used as a convenient 
vehicle for reference to interested individuals, groups, and persons 
generally expert in the housing field, so that we may have the benefit 
of their comment when legislative hearings on the proposal begin. 
I am confident that beneficial results will be obtained from the widest 
possible consideration and analysis of this legislative proposal. 

ALBERT Ratns, 
Chairman, Subcommittee on Housina, 
Committee on Banking and Currency. 

















ANALYSIS OF H. R. 10637—BASIC FEATURES OF BILL 


1. Home Loan Guarantee Corporation.—Created as “an instru- 
mentality of the United States” (an entity parallel to the Federal 
Savings and Loan Insurance Corporation, similarly under jurisdiction 
of the Federal Home Loan Bank Board). Latter would have full 
regulatory and supervisory control. 

(a) Purpose-—To guarantee home mortgages for any member of a 
Federal Home Loan Bank or “approved mortgagee.” 

(b) Capital stock.— 

(1) Initial: Up to maximum aggregate of $50 million to be sub- 
scribed by Federal home-loan banks from time to time at call of Board, 
prorated on basis of capital of each bank. 

(2) Additional: To be subscribed by ‘approved mortgagees” on 
basis of one-seventh of 1 percent of loans owned and loans serviced. 

(3) Retirement: Any retirement of stock shall be on a pro rata 
basis. Can’t reduce assets of corporation below $50 million or below 
amount adequate to cover outstanding risks. 

(c) Dividends.—From time to time as Board may determine. Same 
limitation as in case of retiring stock. (See (6) (3) above.) 

(d) Corporate powers.—Usual powers of corporate instrumentalities 
of Federal Government, including authorization to borrow money, to 
control own personnel practices and budget needs, and to use franking 
privilege (but must pay for such use). 

(e) Agents—May compensate Federal home-loan banks or Federal 
Savings and Loan Insurance Corporation for use of facilities or serv- 
ices, 

(f) Taxation.—Obligations of corporations are exempt from all tax- 
ation, except estate, inheritance, and gift taxes. Capital of corpora- 
tion similarly exempt. (Public Debt Act of 1941 is fully applicable.) 

(g) Operation.— 

(1) Pursuant to regulations of Federal Home Loan Bank Board. 

(2) Supervision and examination of all participants as required by 
Board. 

(3) Reporting for guaranty. Copy of security instrument and 
appraisal to be filed. 

2. Guaranty— 

(a) Maximum amount.—Twenty percent of mortgage balance out- 
standing (less coinsurance) (net 18 percent of balance). 

(b) Maximum term.—Expires when loan is paid down to 50 percent 
of original value. 

3. Mortgages eligible for guaranty— 

(a) First mortgage on single-family homes, owned and occupied by 
mortgagor, or intended to be so occupied. 

(6) Maxima.— 

(1) Amount: $20,000. 

(2) Percent of appraised value: 90 percent. 
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(3) Maturity: 25 years’ maximum term. 

(4) Amortization: Monthly. 

(5) May not exceed comparable FHA loan to value ratios. 

4. Participants 

(a) Any mortgagee engaged in the home-mortgage business which 
the Board may approve and which has the minimum worth of 1 percent 
of mortgages owned and serviced, or $100,000, whichever is greater. 

(b) Board may restrict volume of loans submitted for guaranty by 
any single participant. 

5. Coinsurance.—Ten percent (minimum) of loss payable on guar- 
antee. 

6. Premium.— Between 5 and 10 percent of the amount guaranteed. 
Single cash payment at time of guaranty. Extra or added premium 
payable for supplemental coverage. (See 7 below.) 

7. Supplemental guaranty of special risks— 

(a) Open-end mortgages, as to advances made before guaranty 
expires. 

(b) Foreclosure costs including attorneys’ fees. 

8. Claims 

(a) Thirty days’ notice of initiation of foreclosure proceedings re- 
quired. 

(b) Corporation has option of paying mortgage balance on transfer 
of mortgage to it, or of paying the guaranteed percentage of the loan. 

(c) Compromise or settlement of claims authorized. 

9. Assignability of guaranty —Original holder may assign loan and 
guaranty to any Federal home-loan bank member or approved 
mortgagee. 

10. Incontestable provision. 

11. Board shall regulate downpayment requirements and second- 
mortgage practices. 


H. R. 10637 


A bill creating the Home Lean Guarantee Corporation 


Be it enacted by the Senate and House of Representatives of the United States of 
America assembled, That this Act may be cited as the “Home Loan Guarantee 
Corporation Act’’. 

Sec. 2. The Home Loan Guarantee Corporation (herein referred to as the 
“‘Corporation’’) is hereby created and chartered as a corporation for the purposes 
herein stated. 

Sec. 3. The Federal Home Loan Bank Board (herein referred to as the ‘‘Board’’) 
is authorized and directed to prescribe bylaws, rules, and regulations not incon- 
sistent with this Act and to operate the Corporation. 

Sec. 4. The Board shall provide for the issuance of nonvoting capital stock 
of the Corporation, divided into shares of $100 par value each. Upon the call 
of the Board from time to time, the Federal home loan banks shall subscribe to 
such stock in an aggregate amount not exceeding $50,000,000, and shall purchase 
and pay for the same in proportion to the par value of the outstanding capital 
of each Federal home loan bank at the time of such call. Such stock shall be 
issued in full shares and such purchases may be adjusted by the Board to the 
nearest full share. In the discretion of the Board from time to time dividends 
may be declared and paid on such stock and a portion or all of such stock may 
be retired at par, but no such dividend or retirement shall reduce the total capital, 
reserves, and surplus of the Corporation below $50,000,000, nor below that amount 
which in the opinion of the Board is necessary or desirable to retain adequate 
coverage of assumed risks outstanding. 

Sec. 5. In addition to the capital issued to the Federal home loan banks the 
Corporation is authorized to issue the same type of capital stock to approved 
mortgagees (as defined in section 6) provided they buy and maintain ownership 
of such stock in an amount equivalent to one-seventh of 1 per centum of the 
loans owned and the loans serviced by them; and if, as, and when stock is retired 
such stock shall be retired on a pro rata basis. The Corporation shall adjust 
the issuance and retirement of such stock to the nearest full $100 share. 

Sec. 6. For the purposes of this Act, an approved mortgagee is a mortgagee to 
which the Corporation has issued its certificate of approval, which is a bank, 
savings and loan association, or similar institution or an insurance company or any 
other organization engaged in the home mortgage business which has a net worth of 
1 per centum of the total of the home mortgages which it owns and services or 
$100,000, whichever is greater, and which the Corporation finds to be experienced 
and suitable for an approved mortgagee. 

Sec. 7. Upon the date of enactment of this Act, the Corporation shall become a 
body corporate, and shall be an instrumentality of the United States and as such 
have power— 

(1) to adopt and use a corporate seal; 
(2) to have succession until dissolved by Act of Congress; 
(3) to make contracts; 
(4) tosue and be sued, complain and defend, in any court of law or equity, 
State or Federal; and 
(5) to appoint and to fix the compensation, by the Board, of such officers, 
employees, attorneys, or agents as shall be necessary for the performance of 
its duties under this Act, without regard to the provisions of any other law 
relating to the employment or compensation of officers or employees of the 
United States. 
Nothing in this Act or any other provision of law shall be construed to prevent 
the appointment and compensation, as an officer, attorney, or employee of the 
Corporation, of any officer, attorney, or employee of any board, corporation, 
commission, establishment, executive department, or instrumentality of the Gov- 
ernment. The Corporation, with the consent of any board, corporation, commis- 
sion, establishment, executive department, or instrumentality of the Government, 
including any field services thereof, may avail itself of the use of information, 
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services, and facilities thereof in carrying out the provisions of this Act. The 
Corporation shall be entitled to the use of the United States mails for its official 
business in the same manner as the executive departments of the Government, 
and shall determine its necessary expenditures under this Act, and the manner in 
which the same shall be incurred, allowed, and paid, without regard to the provi- 
sions of any other law. All necessary expenses in connection with the making of 
supervisory or other examinations and the payment of guaranteed losses, including 
the provision of services and facilities therefor, shall be considered as nonadminis- 
trative expenses. 

Sec. 8. For the purposes of this Act, the Corporation shall have power to borrow 
money, and to issue notes, bonds, debentures, or other such obligations upon 
such terms and conditions as the Board may determine. Moneys of the Corpora- 
tion not required for current operation shall be deposited in the Treasury of the 
United States or, upon the approval of the Secretary of the Treasury, in any 
Federal Reserve bank, or shall be invested in obligations of, or guaranteed as to 
principal and interest by, the United States. When designated for that purpose 
by the Secretary of the Treasury, the Corporation shall be a depository of public 
money under such regulations as may be prescribed by the Secretary of the 
Treasury, and may also be employed as fiscal agent of the United States, and it 
shall perform all such reasonable duties as depository of public money and fiscal 
agent as may be required of it. 

Sec. 9. All notes, bonds, debentures, or other such obligations issued by the 
Corporation shall be exempt, both as to principal and interest, from all taxation 
(except estate, inheritance, and gift taxes) now or hereafter imposed by the 
United States, by any Territory, dependency, or possession thereof, or by any 
State, county, municipality, or local taxing authority. The Corporation, includ- 
ing its franchise, capital reserves, surplus, and income, shall be exempt from all 
taxation now or hereafter imposed by the United States, by any Territory, 
dependency, or possession thereof, or by any State, county, municipality, or local 
taxing authority; except that any real property of the Corporation shall be subject 
to State, Territorial, county, municipal, or local taxation to the same extent 
according to its value as other real property is taxed. Nothing in this section 
shall affect the applicability of the Public Debt Act of 1941, as amended. 

Src. 10. The Corporation shall make an annual report of its operations to the 
Congress as soon as practicable after the 1st day of January in each year. Such 
report may be a part of the annual report of the Board. 

Sec. 11. No individual, association, partnership, or corporation shall use the 
words ‘‘Home Loan Guarantee Corporation,” or any combination of any of these 
words which would have the effect of leading the public in general to believe there 
was any connection, actually not existing, between such individual, association, 
partnership, or corporation and the Home Loan Guarantee Corporation, as the 
name under which he or it shall hereafter do business. No individual, associa- 
tion, partnership, or corporation shall advertise or otherwise represent falsely, by 
any device whatsoever, that his or its mortgages are insured or in any way guar- 
anteed by the Home Loan Guarantee Corporation, or by the Government of the 
United States, or by any instrumentality thereof; and no insured mortgagee or 
holder shall advertise or otherwise represent falsely, by any device whatsoever, 
the extent to which or the manner in which his or its mortgages are insured by 
the Home Loan Guarantee Corporation. Every individual, partnership, associ- 
ation, or corporation violating this section shall be punished by a fine of not ex- 
ceeding $1,000, or by imprisonment not exceeding one year, or both. 

Sec. 12. The Corporation is authorized to use the facilities of any other Gov- 
ernment department or agency, including the Federal home loan banks and the 
Federal Savings and Loan Insurance Corporation, and to pay reasonable compen- 
sation therefor, and all Government departments and agencies are authorized 
to provide such facilities and services. 

Sec. 13. (a) The Corporation is authorized to guarantee home mortgages for 
any member of a Federal home loan bank or any approved mortgagee upon the 
terms and conditions herein stated and under rules and regulations made by the 
Board not inconsistent herewith. Any member of a Federal home loan bank or 
approved mortgagee desiring to have a home mortgage guaranteed as herein 
provided shall submit an application as prescribed by the Board and attach thereto 
a true copy of the obligation of the homeowner and the security instrument and 
an appraisal of the security. The Corporation shall— 

(1) prescribe the principles upon which the appraisal of the value of the 
security shall be based, and shall set up such procedures therefor as will 
ensure against excessive valuations; 
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(2) fix such ratios of loan-to-value maxima for various price classes as it 
shall determine to be desirable, except that no such ratio shall be in excess 
of 90 percent of the appraised value of the security or in excess of the maxi- 
mum ratio then permitted in the same price class under section 203 of the 
National Housing Act; and 

(3) fix such requirements as to the amount and terms of downpayments 
and secondary financing as it deems proper. 

(b) Mortgages eligible to be guaranteed hereunder shall be first mortgages 

on homes designed for single-family occupancy and owned and occupied by the 
mortgagee as his home or in good faith intended for such occupancy, and shall be 
in an original amount not in excess of $20,000, amortized monthly (beginning 
not more than twelve months from the date of the guaranty) within twenty-five 
years. 
* (e) The guaranty shall be for not in excess of 90 per centum of 20 per centum 
of the amount of such mortgage. If at any time the original indebtedness is 
paid down below 50 per centum of the original accepted appraisal of the security 
for the loan, the guaranty shall expire. 

(d) No bylaws, rules, or regulations made pursuant to this Act shall affect 
retroactively the rights of those in privity of contract with the Corporation. The 
validity of any contract of guaranty made pursuant to this Act shall not be con- 
tested or denied by the Corporation as against a holder in due course of the related 
loan, except that the Corporation shall have full recourse at law or in equity 
against an originator or holder with respect to matters in which the obligation of 
the Corporation has been affected by the fraud or material misrepresentation of 
such originator or holder. 

(e) If at any time before the loan is paid down to 50 per centum of the original 
approved appraisal the mortgagee elects to foreclose the mortgage pursuant to 
its terms, the mortgagee shall give the Corporation thirty days’ notice before the 
institution of foreclosure. Within such thirty days the Corporation shall appraise 
or cause to be appraised the property securing the mortgage and give consideration 
to the collectibility of the debt from the security and from the obligor or obligors 
on the mortgage. The Corporation shall within such thirty days (1) pay the 
holder the amount invested in the mortgage and take transfer of the same, (2) pay 
the percentage of the unpaid principal which is guaranteed in cash plus any 
foreclosure costs and outlays, including attorneys’ fees which are guaranteed, or 
(3) pay the holder in cash the amount guaranteed which is in excess of such fore- 
closure appraisal if the holder is willing within such thirty days to keep the security 
and settle on that basis. The Corporation shall also have power to compromise 
and settle any claim on its guaranty. 

(f) The amount payable under subsection (e) shall not exceed 90 per centum of 
the principal remaining at the date of foreclosure or acquisition in lieu of fore- 
closure which is equivalent to the percentage of the original mortgage guaranteed. 
Any loss resulting from failure of or defect in title or failure of the holder to keep 
in force customary hazard insurance shall be deducted from the amount otherwise 
payable for such guaranteed loss. Such guaranty shall be in favor of the original 
holder of such mortgage and shall be for the benefit of such original holder and any 
subsequent holder which is a member of a Federal home loan bank or an approved 
mortgagee. 

Sec. 14. The premium for a home mortgage guaranty under this Act shall be 
prescribed by the Board, but shall not be less than 5 per centum nor more than 10 
per centum of the amount in which such mortgage is guaranteed, and shall be 
payable in cash by the mortgagee or the mortgagor at the time the mortgage is 
guaranteed. Upon the payment of such premium, the Corporation shall issue 
its guaranty policy to the mortgagee in the form prescribed by the Corporation. 

Sec. 15. Open-end mortgages may be guaranteed as provided in this Act, but 
if any additional advances are made before the guaranty is due to expire the 
guaranty shall then expire unless a copy of the additional advance agreement is 
forwarded to the Corporation together with a premium for the amount of such 
advance. If such advance is made and forwarded and the premium paid the 
mortgage shall remain guaranteed for the percentage of the loan originally guar- 
anteed until the debt is less than 50 per centum of the original appraisal. 

Sec. 16. The Board is authorized to disapprove any institution or approved 
mortgagee for unsound practices and declare it ineligible to obtain a guaranty 
under this Act, to prescribe general rules and regulations for the organization 
and operation of the Corporation, and to make and impose such other requirements 
as may be reasonable and not inconsistent with this Act. The Board (without 
being restricted in making any other general rules and regulations) is expressly 
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authorized to restrict the percentage of the total loans made in any calendar 
year, or the total percentage of its loan portfolio, which any institution or approved 
mortgagee may have guaranteed as provided in this Act. 

Sec. 17. In addition to the guaranty of mortgages as herein provided the 
Corporation is authorized to guarantee any part or all of the foreclosure costs 
and outlays (including attorneys fees) on its guaranteed mortgages for an 
additional premium on terms and conditions and for premiums prescribed by it. 

Sec. 18. The Corporation is authorized to require members of the Federal 
home loan banks and other publicly examined and supervised institutions to make 
reports and supply copies of reports of public examinations and of public and 
private audits and to make their books and records available to it and to permit 
it to examine them. In the case of other approved mortgagees the Corporation is 
authorized to require them to make reports, supply copies of examinations and 
audits and to make their books and records available to the Corporation for 
examination and to permit such examination. In all cases such agreements may 
require the mortgagee to agree to pay for the examinations and audits reasonably 
necessary for the protection of the Corporation. 

Sec. 19. If any provision of this Act, or the application thereof to any person 
or circumstances, is held invalid, the remainder of the Act, and the application of 
such provision to other persons or circumstances, shall not be affected thereby. 
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